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ABSTRACT 
This study investigates SMEs in Yogyakarta – Indonesia about the influence of robustness on external fir and its impact towards 
environmental performance and social performance. This research was conducted on SMEs (Small & Medium Enterprises) in 
Yogyakarta – Indonesia. Primary data through questionnaires and interviews were conducted with numbers of respondents as 
well as secondary data through questionnaires and publication from related institutions. Partial Least Square technique was 
used for statistical test. The results show that: (1) there is a positive and significant influence of organization’s robustness on 
external fit, (2) there is a positive and significant influence of external fit on environmental and social performance.  
Keywords:  robustness; external fit; environmental performance; social performance. 
 
1. INTRODUCTION 
Poverty has always been a strategic issue in developing countries. Base of Pyramid (BoP) approach is often referred 
as one of the approach to alleviate poverty and has become a significant issue in managerial agenda (Klein, 2008). In 
the province of Daerah Istimewa Yogyakarta (DIY) – Indonesia, the statistic showed that poverty had gone down by 
only 0.85% throughout 2013. Up until now, the number of poverty in DIY is still in 15.03%. the government of DIY 
admitted that their target has not been achieved. The governot of DIY, Sri Sultan HB X stated that from macro point 
of view, the number of poor people in DIY is still on 15.03% rate (http://www.koran-sindo.com, 2013). Therefore, 
to solve the problem, SMEs holds an important beneficial role to strengthen local and national economy. This 
research is conducted on SMEs in Yogyakarta – Indonesia by replicating research model by Klein (2008). Research 
model of Klein (2008) stressed on the importance of robustness’ role on external fit and its impact towards 
environment and social performance with BoP approach.   
 
2. LITERATURE REVIEW AND HYPHOTESES 
2.1 BASE OF PYRAMID (BOP) 
Klein (2008) offered poverty alleviation model in developing countries through continuous strategic business model 
in improving continuous performance with BoP approach. The idea of BoP itself believe that the unique characteristic 
and economic activities of bottom-class society could give opportunity for private sector to grow and innovate. 
Prahalad (2005) added that BoP approach is based on economy pyramid that consists of four layers where the top 
layer is the lowest population with the highest buying force and the bottom layer with biggest population. 
BoP is more into low income group of society (Klein, 2008). This is often defined in economic terminology as people 
with buying force for $2 or less per day – which is including more than half the world population (World Bank 2006), 
including Indonesia. In Indonesia, BoP are those with income less than USD 4 per days (iBoP Indonesia Newsletter, 
50 
 
November 2009). Just as stated by Klein (2008) from Prahalad dan Hammond (2002) illustrates BoP from financial 
income perspective. There are three categories: the wealthy at the top, the middle class in the middle and Base of 
Pyramid (BoP). Those who are included in BoP are those with buying force of $2 or less even though there is also 
an opinion that states $4 or less per day (or, USD 1,500 or USD 3,000 per year). Emerging middle class level consists 
of those with buying force of USD 3,000 – USD 5,000 per year while wealthy class are those with buying force of 
more than USD 15,000 per year. Bottom layer class is often utilized by major companies as consumers to gain 
benefits. This idea has also recommended that poverty alleviation can be fulfilled if major companies have major 
commitments to serve bottom layer markets. The idea from Prahalad (2005) on bottom layer utilization have been 
criticized by Karnani (2007). Major companies are advised to not only seek for benefit by utilizing bottom layer of 
society. This class of people should be also be motivated as a part of business ecosystem. Both can work together 
to synergize as strategic partners (Porter & Kramer, 2006). Therefore, government needs to do an important role 
to create and develop a mutual business ecosystem. It needs to be realized that successful major companies need 
one healthy society: education, health and same work opportunities (Porter & Kramer, 2006).  
 
2.2 ROBUSTNESS AND EXTERNAL FIT 
According to dictionary definitions of “organization” and “healthy,” it can be stated that a healthy organization is “an 
association of people governed by a set of regulations as a function of specific purposes, with good health and healthy 
appearance. A healthy organization can be defined as: [. . .] an association of people governed by a set of regulations 
as a function of specific purposes, in a state of complete physical, mental and social well-being, and not merely the 
absence of disease, but with the capacity to develop its own potential to respond positively to environmental 
challenges (Tarride et al. 2008).   
Klein (2008) explained that external fit from business model may happen when SMEs has a robust business model. 
Mas’ud (2004) added that a robust organization is an organization with authority structure, value system, norm, 
incentive system and sanction that operate well so that these will support organization’s objectives as well as 
organization’s prosperity. Several standards often used to measure organization robustness are: work spirit, 
organizational commitment, work productivity and conducive organizational climate. A robust organization has clear 
vision and mission and always consistent with basic principals within organization. Organization environment that 
has mutual respect, trust, openness, fairness in giving compensations and the possibility to distribute skills as well as 
no feeling of fear. Besides that, organization are able to adapt well with external environment. In order to improve 
organization robustness, the following are essential: (1) engaging employees, (2) embracing meaningful use of health 
benchmarks and metrics, (3) creating senior management visibility for innovative policies, (4) supporting individuals’ 
financial security aspirations, (5) aligning meaningful incentives, and (6) helping people get the best out of life 
(Chenoweth, 2011). Research by Klein (2008) proved that organization robustness has a positive and significant 
influence on external fit. 
H1: SMEs robustness has positive and significant influence on external fit 
2.3. EXTERNAL FIT, ENVIRONMENTAL PERFORMANCE AND SOCIAL PERFORMANCE 
External Fit refers to external environment fit where companies need to adapt themselves to adjust and optimize 
business environment utilization. Furthermore, external fit can be defined as business model that will be better valued 
by business environment. A high external fit is effective and efficient on companies that are able to achieve their 
objective as expected. In other words, high external fit will increase organizational performance, such as financial 
performance, environmental performance and social performance (Klein, 2008). Company’s objective in serving BoP 
should not just be financial-oriented but also social-oriented. The reason is that business environment from a 
company that uses BoP approach  preferred social value. This is because one’s life standard on bottom layer is very 
low where generally they are only able to afford primary need and often organized on social network. Requirement 
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adjustment from the environment and building social network force, including social behavior, will have a positive 
social influence. Klein (2008) advised that a unique resource may be able to prevent threat faced by the company in 
its external environment and able to reduce company’s needs to adapt with strategy in order to achieve external fit. 
Next, a flexible business model is maintaining external fit through response adjustment for environment uncertainty 
and heterogenity. 
Dynamic environment is having more influence on entrepreneur strategy in improving their organizational 
performance (Covin & Slevin, 1989). The result from Luo (1999) is also explained that there is no significant influence 
of static environment towards innovation, proactive behavior and high risk in improving organizational performance. 
Added by Lukas, et al. (2001) that interaction between dynamic environment and prospective strategy has influence 
on business performance. Results from Muafi (2009) also explained that on manufacture company in East Java, 
dynamic environment has influenced competitive strategy of prospectors in improving export performance. It is clear 
that a high fit with external environment is able to improve organizational performance on SMEs (Klein, 2008). 
Karnani (2007) stresses that in a more formal way that companies on BoP that operate with dynamic business model 
quality is stressed not only to result on benefit but also to have motivation to push in creating social performance 
and environmental performance. Companies should not only aim to achieve business success but also economic 
development to in poverty eradication, pushing new investments, creating work opportunities, building local capacity 
and expanding options to create products and service on poor consumers. The result of Klein (2008) is supporting 
Karnani (2007) that external fit is influencing positively and significantly on social performance and environmental 
performance. This will provide faith that SMEs will contribute significantly on eradicating poverty.  
H2: External fit has positive and significant influence on SMEs’ social performance 
H3: External fit has a positive and significant influence on SMEs’ environmental performance 
 
3. RESEARCH METHODOLOGY 
Survey is conducted on SMEs that build robust and dynamic business model. The population in this study is all SMEs 
in the city of Yogyakarta. The reason is that SMEs in Yogyakarta have been rapidly growing, hence the necessity to 
study on the business model that can be used to alleviate poverty. SMEs in Yogyakarta have been proven able to 
support the economy of Indonesia during monetary crisis. Respondents and analysis unit in this study are leader of 
the company that represent chosen SMEs as samples. The targeted respondents are 200 SMEs while sampling 
technique used in this study is purposive sampling. There are 123 respondents that returned their questionnaires 
(response rate of 62%). The types of data are primary and secondary data through questionnaires and publication 
from related institutions. The questionnaires are closed ones and asking on SMEs leaders’ perceptions in Yogyakarta. 
Scaling technique for external fit (Exter), robustness (Rob), Environmental Performance (EP) and Social Performance 
(SP) are using Likert scale with 7 options: 1 for very very disagree to 7 for very very agree. The items for each 
variable are referred to Klein (2008) with: 7 items for external fit, 4 items for robustness degree, 16 items for social 
performance and 10 items for environmental performance. Data analysis technique is PLS (Partial Least Square). The 
reason is that PLS is a powerful technique to analyze latent variables in structural equation model with various 
indicators (Sirohi, et al.  1998), PLS also does not require data with normal distribution (Roostika, 2011). Validity 
and reliability tests with PLS show that all item have value above 0.5 for validity and cut off point above 0.6 for 






4.1. RESPONDENTS DESCRIPTION 
Respondents’ characteristics in this study can be described by business type, age of company, and numbers of 
employees. The results show that most of the respondents are in food industry (112 respondents – 91%), that run 
for less than five years (58 SMEs – 47%) and with employees for less than 50 people (12 SMEs – 0,09%). 
 
4.2. HYPOTHESES TEST 
The result for Hypotheses test between variables can be seen on Table 1 and Figure 1 
 




  H1  H3 
Fig. 1. The influence of Robustness on External Fit and Its Impact Towards Environmental and Social Performance: Base of Pyramid Approach 
 
Table 1: Path Coefficients  
Path coefficient CR Sign Result 
H1 : Rob → Exter 2.215 0.000 H1 is accepted 
H2 : Exter → EP 2.701 0.007 H2 is accepted  
H3 : Exter → SP  3.180 0.001 H3 is accepted 
      Note: * significant at alpha 5% 
 
5. DISCUSSION AND CONCLUSION 
The results show that robustness has a positive and significant influence on external fit. This result supports the 
research by Klein (2008) that external fit from business model may happen when SMEs have a robust business model. 
SMEs in Yogyakarta has fully acknowledged that a robust business is a business designed by anticipating volatile 
environmental change, requiring adjustments with market demands and innovation, robust financial condition and 
stable employees. Unfortunately, SMEs owners are lacking on skills and expertise to manage their organizations 
robustly. They need supports from society and government. They should be able to fulfill market demands by seeking 
and considering their resources. They have realized that they need to produce unique and creative products. This is 
in accordance with suggestion by Thomke & Hippel (2002).  
Other result shows that external fit has a positive and significant influence on environmental performance and social 
performance. This result supports the research by Klein (2008) and Karnani (2007). Environmental performance in 
this research is measured by two indicators: health of the environmental system and environmental stresses. Both 
hold important role so SMEs owners need to pay attention related to these aspects. Social performance in this 
research includes five indicators: employment and income, safety and security, governance, quality of life and public 







gain financial profit but also social aspect. Large numbers of unemployment in the area have become a force for SMEs 
to work twice as hard in developing their businesses. It needs to be acknowledged that running a business is 
inseparable with society, which means a business must contribute to its population and environment where they 
operate (Smith, 2007). Findings from this research have given significant implication that companies like SMEs should 
have dynamic business model to stay robust and have high external fit so it will improve their environmental 
performance and social performance. 
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